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The US and the leading Western Furopesnm industrfsl naticas hod applied

nolactive embaxgoou sgainst Communist China since July 1950 Ths US has one
forced fram December 19, 1950 a ocnplato trade and shipping embargo against
Communist China. Pam;nt to the May 18, 1951 UN Ceneral *spembly nlohtion,
some U3 matioms have applied selective trade embargoes agalast the shipment
to Commmist China of “arms, aminiticn and implaments of war, atemic snergy
materials, pstroleus, transportstion materials of etiutegic valus, and 1tems
useful im the production of arms, coemmition, snd implemsnts of war," The'
contrabard listn and the enforcement meaguvres, which arxe dotonmed by sach
country imdividually, are mot Mfom.

Importent Bon-ccopernting matioms ocutside the Soviet dloc inclnde India,
Pakistem, Burmn, sud Ceylon. These countrios have imdicated that their
failure to declare an enbargo agaiut Cmisb China was due %o the fact that
they exported amall amts, if any, of strategic goods and vere thorafore une
willing to ?xacerbate needlessly their relations with Communiet China.
Switzerland, an important world supplier of certain precision Instruments and
industrial equipment, had shonvm 1ittle eoopomtim in emberpoing strategic
shipments to Cesmsmmist Chims until the snd of 1.951, tut ls now applying
comtrols. _ »

Tas net effect of these embargoes == both ths total trade cibaxzo
applied by the US and ths salective export controls applied by cther fres
vorld countries == hag been an incnaie in the cost, a change 1n the composi »
tiom, and a redustion in the total volume, of Commumist Chins's imports fres
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the West. It 1s to be moted, hovever, that selective embargoss aléms
can limit the rang§ of imports anilablg to Commmist chi;a but not
uecessarily the total volume of imports, since Commmist China can import
aca-embargoed commodities to the extent of its ozehango'roum-. The
Present enbargoes, vith the excepticm of that of the US, permit the
shipment to Commmist China of a wide Tange of goods defined ss none
atrategic. Such goods axe typloally chemicals and dyes primexily for ths
toxtile and other onmr goods mnﬁu, paper, textiles, focdstuffs,
texlile machinery, amd other machinery and metal mnuraotmn oeumorad
to b of & zoa-@ilitery nature. All of the mcordcd expo:-t.s of oooponting
countries to Omunist Chima are in this category aad ocomgtitute tho il
of the ghimtl of nom<Soviet countries to Comminist China.

Whils there have Deem substamtial -yimt’ of goods from nom-
cooperoting coumtries to Commumist Ohiua, these, with the o:copt.iog of
5,000 tons of Ceylomese rubber and scme Swiss industrial machinexy, have
been momegtrategic im ohamctor, couinting Bainly of .raw oottm from
Pakiston =md jJute and. cotton textiles from India, .

II. What are the causes of leas thanfloo perceit implementationt |
. Dubamgoed goods are belng ebipped to Communist China from coopermting
non-Sovriet emmtrien bath legally, through tranuhipnnt via thixd na« "
coopoz-atug gmatr:u, and 111.3311:, through mngg}ing. Tbrovah these
tvo channola', Commuiist China is receiving such commodities asm petrolewm,
Tubber tires, and embargoed machinery items. The magnitude of such.
shipmsnte 1p unoamig; it is bolieved to be sigaificent lut". faall n
relation to the legitimate trade. Such shipmeats may be increaniag,
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although their expamsica 1s Testricted by the high cost of shipment,
the limited ava1lability of shipping and other facllities for guch

| - purposes, amd the gradual improvement end expansion of enforcemest
meagures sgaimst such shipments by cooperating oountries.

III. What measutes might by taken to imcresse the efficiemcy of the
. Smbargo{

The effisiency of the preseat embargo cen be inoressed throngh
(1) improvimg the enforvemeat of present measures, and {2) increasing
the mumber of cocpsratiag natioms, and (3) expanding the llst of em~
barzosd commodities. ‘ _
Improvieg the emforcement of prosent measures would involve
stricter polioing of mmggling activities asd the imposing of regulatioms
desigaed to halt treasshipment of embargoed goods, such as surveillamce
amd liceus.ng of exports of embergoed goods t0 mcmecooperating thimi
countries ami the dealal of shipping amd port facilities of cooperating
countriss to vessols carryling cugo to Cammia'b China that has been
embargoed by the coumtry of orlgin. It ias probable, howvor, that such
maapguren can ba achieved on]:sraduauy and will aot greatly increase the
prement offectiveness of the embergo against Comeunist China.
Similarly an increase in the.m'per of coopersting countries with
no chmags 1n the scope of the embargo, womld not greatly increase the
preéent effect of the embargo on Coemmnist China. The present nm-c?t!pez'a‘bw
ing countries that tradn‘ oo a significant mcals with Comxmist China, e.g.,
India snd Pakistam, for tho moat part nupply ccumodities that come under
the US embarzo Mut mot under that of other free world mstions, If thess
countries were brought im, efforts to p:l:‘umt transshipment of cmbargoed

‘Sommodities could be more successful and im additicn Commumist China®s
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Yemaining potential sources for astural rabber (ceylm ‘and mzaa)
would be ﬂrtuuuy eliminated, Partioipntim in the embargo, hmwvcr,
would imvolve ccnidanbla political diffioculties for the pPresently
m-am;pemting ouultriu. In ths case of the South Aaian cmtrln,
vhich are partioularly vuhex'a'b:l.e to Chinens Commnigt aggression,
pareieipaticn in the embargo wounld urlm-ly undexaine their attempts
to maintain overtly a zoutralist position in tha Eastdiegt comflict.

| The third possibility == en increase 1n the scope of coatrols ==

8 by faxr the greatest poteatialities for affoot:lna the omm of Chinn
.'but at the sams tims vould be the most difficult to odtaiw. A hag boen
pointed out abdn, the predominant portion of the commodities which Camerani gt
Chins aow imports from the free wordd have 'bun defined as acz-strategic
in ths Ty mmolutian. To out these imports, the part.:tcipati-g countries
would han to agres to a basic change 1n their ourrent philosophy of
eoonemic wmrfare againnt Gmiat cnm In offect they would have to
edopt the posltiom of the US ~= that aJ.‘I. exports to Communist Chine aze
strategic in the gemms that thay comtribute to the operstiom of the Chinese
Cmmiut Sccnomy amd therefore tead to imcresse ite military potential,
If thia pocitiea wore also to ncludo aa embargo aguinat imports from -
Communigt Chima, 1t would result im a sharp reduction in Comemnist China ®s
foreign exchonge sarmimgs and timg reduce 11'.- capability to import oome
modities frem the free world th!’iwgh ehndoitino channels.
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The difficulties involved '1n. such a change in policy mmst not be
underrated. The pafticipaﬁing countries have agreed to the presest controls
oaly with gmat Mnotance and after considerabdls deley. "lthough thia
positiom variu vith chamges im the prospects for an ammigtics in Kma,
in gensml, thur oppose an umau 1n the scops of controls em yolitical
grounds as imvolviag namud tension botwesn Bast and West, ud. on
occnmic -grounds- as imvolving lonu from a reductiom in tuda, Mgher

- émforcemeat costs, a disruption im foreiga trad. mntim, snd in goms
ocases o violatiom of traditiocmal trading pouciuo Noreover, they may feel
-hptieal. vith Tegard to the offoctiman of a tctal eabargo in view of ths
poni'bility that cmiuf. Chima could comtimue to import free world come
modities via tremsshipment thrwgh Soviet bloc countries or through nene
cooperating free world comtrien,

The applicatiom of a totel embargo would impose a particulexly serious
burden on Hongkomg, yet ths participation of Hongloong in such an embargo
would be essential. cqnuﬂm of trade with Communist China woula seriously
impair Homgkong's economic position amd at the eame tims would invite
Chinese Gmxnilt retaliation through political subversiom or possibly
outright militaxy aggression.
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A. What hop beem the effect of oostxol meagures w" Lo date?

1. Wt g bees the effect ca Commuist China's imports?
Commmmist China‘’s trode with nom-Cammmist countries Ia 1950 ead 1951
1w estimated as follows: (in millicms of US dollare) |

Trade

- Importe™ - Exports Balanos
Jemdune 1950 ' 112 170 1 58
June=Dec 1950 302 250 - 72
Jen ~Jne 1951’& : 380 120 - 260
Jume=Doc J951° 130 100 - 30

a.  Incindes estimates ToF aougaling tut mot for transshimment of
b &mgs via Soviet bloccountries,

The sharp mductica 1m 1951 exports to the free wordd wae dus in laxge
part to castrols imposed in 35 US and Japem, vhich tegether had taken moarly
half of the 1950 exports. Also, war-isiuced shortages af tertiles, forced
o TYeduoticm of textils exports %o Boagkosg aad Southeast Asia ia 1951 over
1950, However;. hy imcreesisg experte of Memclmriss greinm emd mbeaum
soverel lumdred thousend tems 1a 1950 0 over cme millice toms im 1951, total
exporte to nem-Comeunist ocumtries were mnixtainod at a 1ittle over half of
the 1950 Tutes. o |

Isporte expemied repidly i 1950, ocmtimned to Tes to peak levels im
the first helf of 1951, and then dropped shniply 1a the latter part of the .
Joar, Whilo the exchamge rescurces amd Soviet fimenclal assistence available
to ‘tho‘ Crinose Conmmists exe lcb lmown, it appears that substamtiel foreigm
exohango balamoes were acoumnlated im 1950 (is sdditiom to el,én:ugs fxom |

| 'msﬁx
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exports, poseibly sa mmch as $150 milliem ammu: wers seoured from
remittances spd purchases of private hoards of gold emd forelga currency)
sad vere spent for imports im the firet helf of 1951. Imports in the
httorhalfofmappurtohavo boon united to owrremnt, foreiga
oxchange earnings Lfaom e:poﬂe and other sources {(primaxily rmttanoos).,
: from non-Communi st sources

The ocompositiom of ‘mpoﬂ;a/dnrhg thie period is estimated es
follovs: | ~

(1» m11lons of UB dollaze) |
| Jean~Ttme JulyeDec

1950 : 1951 1951
Rawr ootton ‘ 95 35 30
Crude xubboy 60 _ 120 5
Trom end stoel = 60 ?‘3 3
Machimery, metal mfre, 55 . 7
Chemionls, dyes 55 50 0
Other 90 65 35
Semggled .gopda“ a 20 20
Total 1&15 380 1%0
- Chiefly petroleum, tires, moter vohich parl'.a, stc. 1950 data

" bamed on Chimeso Camwmmint figures vhich would mot show amggliag.
Theso Ligures do ast include western goods tmnahipped via Soviet
bloscumtries,

The "loss” of fmports imcurred by Cosemmist Chima ae a result of
western tmde comtrols can be assoseed caly in . terms of thelr effect om
Commmist Chiza's total INport potentialition; Without ellowing for
offootting cummittments £ the Boviet BLoc, these putentislitles may
o8 sald to bnve Deen Yeduced in thvee respecte: (a) the loss of markets
im the U5 and Japan reduced Comsmist Chima’s potemtisl foroign exohamge

earnings from exports sad im this sonmss its import capabilities;

Approved For Release 2000/08/FEUEIRIRERTELE1 1A000100030006-0
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(b) the meel to resort increasingly to smngolisg, transshipsest, and

BoYe expemsive eources of supply reised the wnit cost of imported ocme

Bolities; and (o) 25 & recult of its inability te obtain certais

aitbarpoed omodit;n from the Vest, Mat Olﬂaa.’m_ts forced %o expend

part of its forelgm exchsnge earmings cm imports frem the West that

from 1ts polat of view vere less desiredle tham ths esbargoed commodities.

The importamce of these three facters will bo ssoessed separately belov.

mmmwwmmwcmnem%apmam
‘be pmcisely dotermined v&thmt Imowlodge of the twallecatioca and pricimg of
such exporte, or of the labor and Baterials izvolved im thsir msanfacture.
Eauuvor, in view of the specialized cheram:' of cartsin exports amd the
1aflaxibilities of the Chiness cocmcry, 1t mey be estimated o= & highly
spoculstive basls that US amd Japamess ooatywl msasuxes ndmed Commmni st
China’s total azshenge cormings by sppraximately $100 millics, its exchange
eaxmings fro5 mom-Soviet commtries by stmevhat more, and its groes xatiemal
prodnotica by somswhat less. |

The veduotiom im import capabilities resulting frem the eﬁ’oct of
thelbargoesmthamtmbotmu 6t1ll more difficult te
dotemine. HAomeoavallability of US mtou has foroed Commnist Chime %o -
purchase Pakisten octten st holf agaia as moch as the US price and many
other preducta fomerl;y secuxed from the U are bsing bought at a substamtial
prios imoyease from Westema L‘uvpo The ooe'a of amugglad goods 1o pm'ba‘b].v
double their mcamal cost. In oemssquencs, the inciesse in impoxt costs
1n 1951 28 & Tesult of the eubargoes may well have exceeded $50 milliem,

‘Approved For Release 2000/08/29 : CIA- RDP79$01011A000100030006 0



Approved For Release %p0Q/08/29 : CIA-RDP79S0101 1AQQH1Q9030006-0
' SRECRET

" By Jume 1951 the selective ewbargoes fairly effectively covered
chi:nanta to China at m‘b‘b-r, pabm:lm, many irom ana. gteel p:uducta,
and csrtain vehiolss, machimery, aml metal mum'. In the latter
‘BA)L of 1951 Cemmunist Chime's imports frem nomsCommmist ocuxtries com-
sisted chiefly of raw materials to msintaim comsumers® goods producticm.
Oving to an .offestting imorease im imports from the Seviet bloo,
the actusl “loss” of imports susteised by Commumist Chima from these
three factors wos cosiderably less thes the ostimated reductios in its
Jxport Miautin. The USSR appareatly hnn swpplied Casmmist Chima
Vith 1t5 esseatial requiremeuts for petrolevs amd traasport equipment
and Comamist Chiasn’s stooke of matural m‘b‘borappoartoh aple for
its ourremt requiremeats over the mext year or two (availadle Ceylcmese zub-
ber kas mot besn pre ared owisg to dispites over price and shipying
arrengemente). Oa the othr hand, the Sevist bloc hes not beem shls or
wiiling to umderwrite im full the rednctics in Commmist Ghims’s imports
frem the frec Vorld of Tev oottom, lubricants, amd obher preducers’ geods.
The extemt, to vhich the Soviet hleo has eupplied Commmist Chias with
its requiremsats for capital goeds that are m axbaxgosd by the Wuf.
camact be detemmacd. Apart from the epecific commodities 1svolved, 1t 1s
evident that Vestern trede oostrols have imvolved costs for the Commamist
bloc a8 & whole 1m sustalaing eccmomic activity in Cesmmmist Chima.
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2. How has this "loss"of 1mporta affected the industrial segment
of' COmmun 8t China ‘s econoqx

@+ dhich industries have been affscted und what is their

imgortanoe?

As a rosult of the economic consclidation of the Chinese

majinland the stringent system of economic controls imposed by the
Chinese Communist authoritiesd industrial output in Communist China
has increased rapidly over the past three yearso wWith the exception of
the heavy industry in uunahuria, industrial produstion in 1951 is re-~
ported to be equal to or above peak production levels achicved in the
past. noreévar. current élans call for an incresse in the output of
atato-owned industriss -- which accounted for half of the total output
in 1961 < by 27 peroent in 1952 over 1961, Thus far the increase 1n'
- industrial production has beon achieved largely with existing plants
and has required only moderate amounts of new capital geods for repair
and maintenance. The contribution of imports to indust;ial recovery
has consisied of these capital goods and to s greater extent of pro-
ducers goods.

The."noss“ of imports Communist China incurred as a result of the
embargoes hus not been refiectad, therefore, in a desline in output.
‘But it is e#ident that output in 1951 did not increase as muoh as it
would heve increased had the embargo not beén applied. The cotton
toxtile industty is the clearest and most important examples. Although
cotton textile output is reportéd to have reached an alletime record

level in 1951, it failed by oneéfifth to'reach the planned target
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primarily for lack of 500,000 bgles of row cotton. Commmist China
secured lees than 200,000 5&103 from Pakistan in 1551 (as compared
to 600,000 bales in 1950) and in so doiﬁg drove the price of Pakistan
sotton far above US prices. The cotton mills in China werse shut down
for six wesks in mid-summer and operated on a part-time basis ther?-
after until the arrival of the domestic cottonvorop in October.
| The effect on'other indgstriea was probably considerably less
signiflognt and in any event can only be surmised. There huve been
reports of shortages of lubricants, industrial chemiﬁaigp«anﬁ;capifal
goods for maintensnce, and of delays in their delivery -~ faotors which
undoubtedly retarded.production. In addition the Chinese Communists
have been making determined efforts to develop domestic Froduction of ,
and domestically produced substitutes for, many iuported.comméditiea.
This program has involved higher costs snd a lower quality of output.
The effects of the embargo on the growth of indusffial capaoity
in Commﬁnist China ére-also difficult to assess. Reduced access to
capital goods imports from the West, even after allowance is made for
increased shipments from the USSR, undoubtedly has inhibited the
reactivation of part of the Manschurian plaﬁt. But 1% is questionable
whether, under the atrains of the Koreanvwar, Commumist China could
at present afford to divert current resources tn‘longeterm investment,
particularly since a growth in industrial capaﬁity ﬁow increasingly
rﬁquires the construstion of neé plant rather than the rehabilitdtidn

of existing facilitiea.'-‘The evidence is asccumulating -~ as scen in
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recent changes in thg type of comiodities ﬁhe Chinese Communiste are
purchesing in Hongkong, theif willinghoss'to export coal and iron ore

for Jupenese tex#iles and consumer goods, their reported cancellation

of heavy machiner& orders from Eaéﬁ Germany in favor of bicycles and
housewares, and the éfricially-announced postponement of the industriali-
zation program ~= that Commumist China-ié'shifting from a developmental
to an anti-inflntionary import policy to combat the economic pressures
arising in the wake of the war.

b. #hat have been the effects on transportation? (CIA)

‘0. Have there been "secondary" repercussions, sush as conse-
uences upon Communist China’s monetary and fiscal
gif?icuitges? ' '

The heavy Koresn war expenditures have created a budgetary

imbalance and strong inflationary pressures in Communist China, forcing
the government to adopt stringent policiez in the sttempt to estabilize
the economy. Aithough the st:ains imposed by-the embargo are small in
comparison, they represent a reduction in the total reaoﬁrpea a#aiiable
to the Chinese Communists, and thus have contributed to the'regime's
fiscal difficulties.

The reduotion in gross nationul production es & comsequence of the
embargo must, by eﬁen an optimistic estimute, be considered smull. The
disruption of export producfion was previously estimated té huve reduced

output by $100 million und reduced imports of producers' goods may have

reduced net output by en at least equal smount. Nevertheless, a loss
of output in this segment of the economy is of great significance to

government operations. A large proportion of this production is secured
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‘for the support of the government:through.1mport and export tariffs,
éovernmsnt enterprise profits, commodity taxes, eto., while the output '
of consumer manufactures is an importany means Sr mobilizing, through
urban~rural trade, the grain and agricultural raw materiﬁls to meet
military anﬁ urban requirements.

3. Have there been ggy_g}gnifioant effects in the noneindustrial-
Ized segments of Communist China's eoonomy?

The mon~industridized segmnnts.of COmﬁunist Ghinn*é economy have
few rejuirements for imported muterials and have therefore been little
affected by the embargo. While Communist China imported {10 million
of chemical fertilizer in 1860 and possibly somewhat more in 1851, ap-
parently for application on Kwungtung sugar cune, Shantung tobacéo,
raw cotton in the chief growing Bress, as ﬁell as on Stute furms to
produce impressive crops, these'suppliea havé not bsen significantly
affected by the embargo in either their availability or cost. The enm-
bargo probably has reduced kerosene supplios in the 1n?erior with a
consequent incresse in the substitution of veg;etnble,-");}lich alterna-
tively could have been exported.

4, What has beon the effect of economic dislocations cauSed by

These controls on Communist Uhina's army end sir force?
(G=2 and A-2)

6. #what domestic violence and what other disturbances which may
have posed significant control problems for the Communists .
have ococurred as a result of present trade controls? How
dericus have these difficulties been, in terms of the Com=
munist regime esteblishing & firm political control over

Ege eountzz?

kiilitary requirements are the prime cuuse of the economic strains

existing in Communist China at present, to which trade controls oan
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only be considefed & small contributory factor. To the extent that
1 : trade controls have reducéd potentlial povernment revenues and the menﬁs
| by which rural resources can be mobilized, thoy have been a factor in
forcing the Chinese Communists to ralse taxes and in general to apply
increased pressure onArnral areag., While such measﬁres have not re~’
sulted in any overt loss of political cdntrol, they may have helpesd to
dissipate the reservoir of good will end support which the Chiness
Communists formerly possessed, and may lead to an increasing lack of
cooparation with the>administrative prograni.
6. To what extent have Soviet Blos ship@anfs to Communist China
offset Western controle? Estimute the ccmposition snd volume

of Soviet Bloc trade with Communist Ghina in the pust ysar.
(C1a) )

7. Have the tru.e negotintions in Xorea in anyway been atiributabls
to the eoonomic situation in Chins?

(Thiskpoint has been discusszed in Section I B 2 "The Cost of the

Wiar and the Internal Situmtion in China" in OIR Contribution to NIE-55.)
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Bo What would be the short run effeot of a total embarso of all imports

from all non-Soviet Bloo countries?

lo Assuming a continuation of curremt controls, estimate the pattern

of imports for 1962, listing each major commodity by wvolume and value,

M

The magnitude and pattern of importi from the non=Soviet bloo coun-

tries in the last half of 1961 probably forms a reasonable basis on which
to projeoct 1952 imports rroﬁ these countries, !%st of the ourrent controls
were in effect él_urihg this period, and it appears that imports were 1imitsd
to current foreign exchange earnin;s. On this basis, it =may bo estimated

_that 1962 imports from noneSoviet bloc countries will be as followsg

CeI.Fo : (US million)
Item Unit Unit Price Volume Value

Raw ootton bale §$360. = 200,000 $70
Crude rubber ton 1,000 10,000 10
Iron & Steel ton 150 40,000 é

Machinery & . "
motal wfrs; ton 360 20,000 14
Amnonium sulfate tom 100 - 160,000 16

Industrial -
chemicals we - e 16
Phermaosutioals o= o s 18
Peper -~ tom - 160 100,000 16
Gunny bags ton 400 30,000 12
Sugar ton 160 20,000 8
Cotton cloth 000 yds, 250 - 20,000 8
Other ) - s oo 38
Totel, legitimate imports . 220
Petroleum " tom 400 80,000 20
Cther o ow wo ‘ _32
Totel, smiggled imports 40
TOTAL IMPORTS ' * 280
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It is estimated that the magnitude and composition of imports from
the Soviet bloo countries in 1852 will bo approﬁimtely the same as in
1961, Although such imports are vory. ilrgo, ﬁbout 90 percent are believed
to consist of military deliverles, with the ;'ominder oonsisting of petro-
loum, iron and stoel pachinery to meet uuntnl requiremsnts, primrny
in Manchurie. On this buia, it uy be eattmhd that 1962 imports from

Soviot bloc countries will be as follows;

Iten Unit Unit Price Volume Value

Petroleun ton $200 460,000 ¢90
Iron, steel, E '
machinery, metal

ofrs. tem $300 100,000 30
Other 30
151itary deliveries - - 1,360

romaL | - 1,500
SEGUR%TION
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2., If a total embargo on exports to Communist Chine were imposed
by all non-Soviet bloc countries, what would be the psttern
of Chinese Communist imports for Lhe first twelve months
thereafter? '

a. #dhat commodities would the USSR and the kastern Eurogggn |
satellites export to Communist China? vhat upper limlits
would bs imposed by transportation ahortagéé}

In the event of & total omburgo against shipments to Communist
China.by akl non-Soviet bloc countries, it is assumsd th§£ the Soviet
bloo will meke every effort to supply,Communiat'China'ﬁ import require~
msntﬁ, subjeot to transport limitations and com@odity availsbilities,
Soviet bloc countries should be able to supply approximately ﬁalf (in
value terms) of the imports ~ which Commﬁnist China would otherwisé
have received from the West =« the iron and steel, moat of the machinery
and metal manufuctures; industrial chemicals, ammonium sulfato, dye:;
pharmaceuticals, paper, petroleum, and'séme miscéllaneous items. Such
imports, estimated at $130 million, represent approximately half a
million tens of cargo. The movement of thié tonnage would require the
employment of an additional 25 Liberty~size vessels (averaging two
trips annually).iﬁ the trade between Eastern Burope and Communist China,
and in view of the difficulty of organizing this service quickly, it is
estimated that in the first year of & total emburgé only two-thirds of
this tonnage, valued at $100 million, would be secured. There would be
consequent reduotions in the bulkler and less easentiai items, such as
ammoniuﬁ sulfate and paper.

b. What might be the pattern of'imporﬂs smugrled into Communist
Chins during the first year?

Under a total embargo by ncn-Soviet bloc countries against ship-

‘menta to Communist China it is probable that enforcement would improve

Approved For Release 2000/08E28 SEIRERDP79S01011A000100030006-0
PP SECURTTY TNFOLT: 710N




‘Appr_oved For Reléasg 2000/08/120% :s%éﬁﬁTRDP7QSO101w0001 00030006-0
| SECUKTTY TNFORY. TION - 18

but that the incentives for smugkling would increase. It im estimated,
then, that smupggling would continue at 1551 levels =- about $40 million ==
but would tend to shift to items of small bulk and high value (drugs,
motor vehicle parts, oheﬁicala9 etc.).
¢. #What imports would be "lost" as a result of the total
embargo, comparad to the pattern of trade which it is

estimated would exist if only the current controis were
in efiect? . :

The "losa" to Communist China as & result of a total embargo
by non-Soviet bloc countries aguinst shipmonts to Communist China would
bo & reduotion of potential imports by about §120 million, or approxie
mately 30 percent of total noﬁ-military 1mp6rts. The commodities which
would be "lost" to Communist China would consist chiefly of raw cotton,
gunny bags, rubber, cotton dloth,‘sugar, some- specialized machingry and
ﬁiacellanebus items.

3. How would this "loss" of impirta affect the industrial seguont
of Communist China‘s econogx

a. Effeot on industrial production.

The effect of this "loss" of imports upon industrial output
is likely to be concentrated in the textile industry. The failure to
secure raw cotton imports mey be expected to reduce prospaotive textile
mill output by nearly 10 percent. To a considerably smallcr degree the
loss of other imports sgch &8 natura; rubber, and miscellanéous pro=
ducers® goods would reduce output of other consumers' goods. ‘In general,
it is probable that the Chinese Commﬁnists would be unable to increase

Industrial ocutput in 1952 in accordance with their ammounced gosls, bput

TOP SECRuT :
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they should be able at least to maintain current levels of productiom.

b. What would be the effect on transportation? What would be
the oonsequences of these aeffects to the rest of the

economy? (CIA)

. G tht_ﬁouldxbe the seconcarz_repercuasions, such as ooﬁae-
‘quences upon Communist Ohina's monetary and fiscal :
%Tf?ieulties? - ' '

_ A total embargo would oroute additional economic diffipulties
for Communist China. Export m_arkets in :;on—Soviet bioc countries, estli-
mated to be able 6 absorb $200 million of export production, would be
lost, and there would be u not redustion of total imports of $120
million, largely of producers’ goods. As pointed out in IV. A. 8. 6.

above, although the reduction in groes national production is small,

- the reduotion ocours in a segment of the economy on which the goveinnant

relies heavily for fiscal support and which is highly important in 1n~-
creasing the productivity and output of the economy.

4. Would there be any significant effects in the non-industrialized

segments of Communist China s economy?

A total embargo may be expected to reducs substantiaily importa
of ohemical fertiiizer, which are used to u limited extent on ecertain

industrial crops and by State fﬁrms. The loss of these imports, however,

would not seriocusly affeot the output of these crops in view of avail-

" able substitutes of domestic organic fertilizers, including bean cake,

. bone meal, stc.

§. Wwhat would be the effect on Communist China‘s Aémy and Air
Force? {Qoz‘und A=2) , -

"TOP SECHET
SECUL NFORRAT1ON
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6. Would further politicéi problems of controlling the country be
sreated as & result of this embargo?

' No new probieﬁs are liknly'tp be created but qxiating problems
might be intensified. As pointed out iﬁ iV. A. 6 abcve, the effects of
the embarge are sm;ll but contributory té the general economic str.ins

of the war effort. A totul embargo would add to the pressures om the
goﬁernment to take drastic and harsh deflationary measures at the risk
o£ further losaés in popular support and of undermining the morale and
efficienoy of its administration. | |

7. V¥hat effact might these economic dislocations and military and
political problems have upon Communist Chine's foreipgn policy?

- as The effect upon peace negotiutions in Korea?

The effeot of a total embargo, in adding to the existing
economlc strains in Communist Chiﬁa, would enhance the advantages of
& peace settlemqnt for the Chinese Communists. It is unlikely, however,
that the additional economic pressures or the imminent prospect of such
pressures‘would in the short run oﬁﬁpsl the Chinese Communists to make
conowssions that would in their mind entail a threat to their séourity,

8 serious loss of prestige or e breach in their relations with the USSR.

b. The effect upon a possible invasion of Southeast Asia? (G-2)

¢. The effect upon relations with the USSR?

The effect of a totsl embargo would be to increase existing
economic strains in Communist China and to increase its dependence upon
the Soviet bloc for imports. While it is assumed that the USSR would

make strenucus efforts to meet Communist China’s 1mpbrt requirements,

TOP SECRET
SECURTTY INFOLMATION
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it is evident that the Soviet bloc countries cannot fully mot Come
munist China's needs and that the deliveries which are made will be
at considernble seorifice to their own domestic requirements,. If the
Soviet bloo in large measure moets Commumist China‘s requirements, |
despite the cogts involved, its relations with Communist China would
tend to ba maintained if not strongthened; on the other hand if the |
Soviet bloc largely fails to rulf'ill these obligations, the area of
potential friction betweon the USSR and Communist China would tend to

be broadened.
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€. What would be the long-run effect of a total embarge of imports
from all non-Soviet bloc countries? ..

Over the next five years it may be-expected that the advarsg
economic effects of a total embarge would be modifled with the rationaliza~
tion of the economic dislocations and the adjustmsnt of the economy to the
chonged conditions. Communist China's imports from the Soviet bioc coun~
tries, as indicated in B. 2. a. above, nmight increase moderutely, while
Communist China's import requirements, partioularly-éhe major one of raw
csotton, oould be materially reduced throﬁgh‘the development of domestic
production or of domestically-produced substitutes.

Under these conditions it is probable that the present level of 1n=‘
dustrial output could be maintuined, provided the Chinese Communists can
continue‘to maintain their controls over th§ economy to mobilire domestic
resources, Jlt is clear that there can bo little expansion of iﬁdustrial
capacity, nbt only because of the inability to secure substantially in-

creased capital goods imports, but.primarily beceuse of the‘continu{ng
strains qf the war which will militate against and'mny even result in
netvdiainvaatment'in the industrial sector of the economy.

D. What limitations would there be to the imposition of full
ombargo?

{(Discussed in Section III.)

TOP SKCKET
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